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SUBJECT: ZIJLSTRA WARNS AGAINST ABUSE OF FLOATING EXCHANGE RATES 

1 . NETHERLANDS CENTRAL BANK PRESIDEN ZIJLSTRA IS UNEASY 
ABOUT FLOATING EXCHANGE RATES. IN BANK'S ANNUAL REPORT 
ISSUED APRIL 27, HE SAYS THAT THERE IS PERCEPTIBLE USE OF 
COMPETITIVE POLICIES IN EXCHANGE MARKETS AND GROWING FEAR 
THAT TRADE RESTRICTIONS WILL BE APPLIED. HE DOES NOT GIVE 
MUCH CREDENCE TO THE ARGUMENT THAT FLOATING RATES INCREASE 
GOVERNMENTS' FREEDOM TO PURSUE THEIR OWN DOMESTIC POLICIES, 
POINTING OUT THAT BEFORE THE DECLINE IN VALUE OF A CURRENCY 
SHOWS ANY BENEFITS, IMPORTS BECOME MORE EXPENSIVE, PRICES 
RISE, AND CURRENCY COMES UNDER NEW PRESSURE. HE SAYS THAT A 
RETURN TO SOUND ECONOMIC AND FINANCIAL POLICIES UNDER WHICH 
INFLATION IS CONTROLLED WOULD MAKE POSSIBLE A RENEWAL OF 
THE SYSTEM OF FIXED PARITIES, AND THAT THIS WOULD IN TURN 
PROVIDE IMPORTANT SUPPORT FOR SOUND ECONOMIC AND FINANCIAL 
POLICIES. 
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2. DESPITE HIS WARNINGS, ZIJLSTRA SEES NO ALTERNATIVE NOW 
TO FLOATING EXCHANGE RATES FOR THE MAJOR CURRENCIES, AND 
REMARKS THAT THEY HAVE FUNCTIONED REASONABLY WELL. NEVERTHE- 
LESS. HE SAYS THAT "IT IS TOO EARLY TO MAKE A LASTING 
VIRTURE OUT OF NECESSITY." AGREEMENTS REACHED BY IMF AT 
KINGSTON MEETING IN JANUARY DID NOT SOLVE PROBLEMS OF 
CURRENCIES BUT MERELY POSTPONED SOLUTION. MOREOVER, SAYS 
ZIJLSTRA, THE DISTINCTION MADE AT RAMB OUILLET BETWEEN 
INTERVENING TO COMBAT ARBITRARY FLUCTUATIONS IN EXCHANGE 
RATES AND NOT INTERVENING AGAINST FUNDAMENTAL FLUCTUATIONS 
HAS PROVED NO SOLUTION IN PRACTICE SINCE THE DISTINCTION 
HAS NO REAL SIGNIFICANCE. 
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